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This Month’s Authors 


REUBEN E. SLESINGER 


Daily more and more Americans are feeling the 
effects, direct and indirect, of the steel strike. Dr. 
Slesinger’s article gives something of the setting 
and economic implications of the current contro- 
versy. He points out that management’s authority 
over working conditions is the real issue at stake 
and that the strike may be viewed as a “showdown 
battle between management and labor over the ques- 
tion of managerial authority over work rules, work- 
ing conditions, automation, technology, and other 
techniques aimed at improving the productivity of 
a given input of cost factors in a plant.” 

Dr. Slesinger is Professor of Economics at the 
University of Pittsburgh. 


WALTER BUCKINGHAM 


Thcugh the logic of automation appears to be 
unfavorable to the small business firm, Dr. Buck- 
ingham points out in his article “Automation, Com- 
petition, and Small Business” that certain small 
firms may in fact be benefited from automation in 
a number of ways, some of which are: stimulated 
competition; the fact that small business is gen- 
erally more flexible than the large company; it can 
often produce a variety of products (possibly pro- 
hibitive in a large automated firm) ; and the small 
firm can make more rapid change-over adjustments 
to new markets, materials, and products. 

Dr. Buckingham is Professor of Industrial Man- 
agement at Georgia Institute of Technology. 
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WARREN A. WALKER 


While Atlanta, reaching the “million” mark, is 
proud of its economic and cultural progress, it has 
also acquired many additional responsibilities. In 
“The Southeastern Corner” this month, Mr. Walker 
points out that along with advantages enjoyed by 
large centers of population, there are certain prob- 
lems which become more acute: problems such as 
traffic, parking, annexation of suburbs, and the 
increased demand for public services—a demand 
which generally is accompanied with lagging tax 
revenue increases. Atlanta has its privileges—and 
also its responsibilities. 


OTHA L. GRAY 


Because of the increasing number of people who 
invest in corporate enterprises, the subject of divi- 
dend regulation has become of widespread interest. 
Specific Georgia statutes regarding dividend regu- 
lations are limited, and in practice many problems 
arise. 

Mr. Gray’s article discusses the limitations of 
Georga’s statutes, some of the questions that arise, 
and problems of interpretation. He suggests that 
the accounting and legal professions might well 
combine their efforts to recommend improvements 
in the current regulation of such dividend payments 
in Georgia. 

Mr. Gray is Associate Professor of Accounting, 
School of Business Administration of Georgia State 
College of Business Administration. 
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_ THE STEEL STRIKE: 


Its Setting And Economic Implications 


© . 


After eighty-seven days of industry-labor negotia- 
tions, President Eisenhower called a board of in- 
quiry into being, pursuant to the Taft-Hartley 
Amendment, in an attempt to bring about a settle- 
ment of the steel strike. The specific issues involved 
in this dispute are generally well known, so the 

by major portion of this paper will be concerned with 
the broad national economic and management im- 
plications of the stoppage. 

Reuben E. Slesinger 


COST OF THE STRIKE 


It is interesting to point out that although the 
strike cut significantly into production and employ- 
ment, it did not impair the general confidence of 
businessmen and the public in the underlying sound- 
ness of the economic environment. Although it is too 
early to calculate the exact costs of the strike, some 
preliminary estimates may be made. About 700,000 
workers were idled; approximately 75 per cent of 

. them were associated with the steel industry. Fi- 
® - nancial losses to industry during the 87 days could 
mount to about $3.5 to $4.0 billion. Lost wages to 
workers should approximate a billion dollars, and 
the loss in taxes to governmental units could sur- 
pass $600 million. Over 85 per cent of steel-making 
capacity was shut down on or about July 15. A more 
subtle cost, to be discussed in further detail below, 
is the fact that the shutdown has given numerous 
foreign sources of supply the opportunity to break 
into the domestic market, a situation that already 
had been considered serious in some markets prior 
to the strike. 


THE STRIKE ISSUES 


On the surface it appeared that labor and man- 
agement never were very far apart when collective 
bargaining failed July 15. The United Steelworkers 
of America had been asking for a fifteen cent an 
hour wage increase plus certain fringe benefits. 
Representatives of management (twenty-six com- 
panies bargaining as a unit) countered with an 
offer of about half that amount, or fifteen cents an 
hour spread over the next two years providing man- 
agement was given more authority over working 
conditions in the mills. 

- It is this last condition that probably has been 

6 . & responsible for the failure to reach a settlement 
after more than twelve weeks of “on-again-off- 

again” negotiations and weeks of collective bargain- 


as 
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ing prior to the strike. In fact, this strike may be 
viewed as a landmark and a showdown battle be- 
tween management and labor over the question of 
managerial authority over work rules, working con- 
ditions, automation, technology, and other tech- 
niques aimed at improving the productivity of a 
given input of cost factors in a plant. Steel is not 
the only industry in which this issue is being de- 
bated or soon to be the subject of collective bar- 
gaining. The dock strike, against which the Taft- 
Hartley procedures were invoked a few days earlier 
than in the steel dispute, involved many issues re- 
lating to the prerogative of management to intro- 
duce labor-saving devices, thereby to decrease the 
costs of operation. The possible railroad strike in 
1960 to a very large extent involves the issue of 
“featherbedding,” or whether management has the 
right to trim its labor force in accord with sound 
operating practices and effect a savings well in 
excess of a half billion dollars annually. Other in- 
dustries are becoming more and more concerned 
with this issue, featherbedding, work rules, and 
managerial efficiency objectives. 


A Change In The Nature of The Issues 


If we look back at the major labor disputes dur- 
ing the last two decades it is easy to discern certain 
definite changes in the matters in controversy. In 
the years prior to World War II and immediately 
thereafter, the central issue usually was that of 
recognition of the union. But under the aegis of 
the Wagner Act and the Taft-Hartley Amendment 
few major contests arise any longer over the rights 
of unions to exist and act as bargaining agents. 

With the pressures of rising costs of living and 
inflation behind them, unions generally sought 
rounds of wage increases during the periods of 
bargaining that followed for the next five years or 
so, and in many cases managements were willing 
to grant these or compromise increases. The econ- 
omy showed all signs of expanding; new markets 
constantly were opening domestically and abroad; 
and the forces of demand-push and cost-pull infla- 
tion made it relatively easy for the added costs of 
wage increases to be passed on to buyers. As mar- 
kets came to exhibit a closer correspondence be- 
tween demand and supply, entrepreneurs found it 
increasingly difficult to pass on these added costs. 
A shift in emphasis in many labor-management dis- 
putes appeared. This time the issue that tended to 
predominate was fringe benefits — pension plans, 
hospitalization, and other welfare schemes. But now 
the competitive pattern has changed for many in- 
dustries. The opportunity to pass on any added input 
costs to the buyers by way of higher prices is 
limited, and so the only other alternative remaining 
to the enterpriser is to compensate for his in- 
creased costs by instituting improvements in pro- 
ductivity so that the real costs of operation do 
not rise. 
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It is not unexpected that this approach should 
engender opposition from organized labor. The issue 
is little different than that centered around tech- 
nological advances ever since the days of the Indus- 
trial Revolution. Specific, on-the-job laborers see 
their own jobs endangered by the advances of tech- 
nology or productivity, and hence register opposi- 
tion. It is difficult for these workers to realize the 
national economic gains that flow from improved 
technology, lowered costs, an ultimate gain in the 
gross national product, and an expansion in the 
volume of employment. Theirs is a direct view and 
one that cannot see the broader picture, for their 
livelihood depends on the immediate situation. 


‘PRESSURE FROM LOW-COST FOREIGN 
COMPETITORS 


It should not be inferred that it is only today 
that management has become concerned with costs 
and productivity; but the whole issue has been 
pinpointed dramatically during the last few years, 
during which time the influence of increasing 
relative costs has placed many American producers 
in an extremely unfavorable competitive position 
in world markets. Repeated experiences with for- 
eign firms underbidding domestic companies, not 
only for sales in other areas of the world but in the 
United States as well, have made more and more 
companies quite conscious of their costs as com- 
pared with those of foreign competitors. The steel 
industry, long technologically and economically su- 
preme in world markets, has begun to face this 
situation in increasing numbers. A decade ago the 
only steel imports into the United States were 
basically for special purposes, such as precision 
or tool steel. But today many basic items such as 
wire rope and nails are supplied in great portions. 
by foreign producers. 


FINDINGS OF SECRETARY MITCHELL 


It is against such a background that the steel 
strike finds itself. Undoubtedly, the cost position of 
the steel companies has been behind their adamant 
stand. This strike has been unusual, too, on another 
score. Shortly after the first month of the strike, 
Secretary of Labor James Mitchell issued a 40-page 
booklet detailing significant statistical data rela- 
tive to the industry. The highlights of these data 
will be presented below. It is important to note that 
the report purported to present statistics only and 
not give any recommendations. It is questionable, 
however, whether facts can be presented on a con- 
troversial issue without at least implied recom- 
mendations following. 


The report began by describing the industry, 
pointing out that there are more than 250 pro- 
ducers, including 80 that begin as far back in the 
process as the production of ingots. Steel mills are 
classified as integrated, semi-integrated and rolling 
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mills, and fabricators. Pennsylvania accounts for 
about 25 per cent of the production and Ohio for 
about 20 per cent. In both cases, the position of the 
area has declined since 1947. Steel-making capacity 
has increased more rapidly than has population 
during recent years. Per capita domestic capacity 
now is 1,680 pounds in contrast to 1,380 pounds in 
1947. Over two thirds of all the employees in this 
industry are in plants with 2,500 or more workers. 
The four largest companies account for over half 
the total employment in the steel industry. 

It is in connection with growth in production ca- 
pacity and total employment that the fears of the 
workers over increased productivity arise. In con- 
trast to an increase of over 50 per cent in produc- 
tion capacity since 1947, total employment has risen 
only slightly. In fact, the number of production 
workers in 1959 prior to the strike was only one 
per cent greater than in 1947, and yet produced 
about 50 per cent more steel. Wage rates, on the 
other hand, have increased steadily for those em- 
ployed. The May 1959 average hourly earnings were 
$3.10 in steel, in contrast to $2.23 in over-all manu- 
facturing and $2.68 in automobiles. Fringe bene- 
fits, beth in absolute amount and in relative per- 
centage of employment costs, have been increasing 
since 1940. From 1940 to 1957, the cost of fringe 
benefits increased from seven to 63 cents an hour. 

The report contained several sections dealing 
with output per man hour, the pattern of wage set- 
tlements in other industries, price trends in steel and 
steel-consuming industries, steel profits, and for- 
eign imports. 


OFFERS AND COLLECTIVE BARGAINING 


Actual collective bargaining in the steel industry 
may be dated from May 5, a little over two months 
before the actual strike. In nearly every offer made 
by management since that time there has been an 
insistence that management be permitted to revise 
certain rules of work. The issue of inflationary 
pressures has become intermingled with the various 
offers. Management has insisted that its offer is 
as far as industry can go without increasing the 
presence of inflationary pressures that would gen- 
erate an additional cost-push force. But, since a 
modest wage advance has been offered, it is appar- 
ent that the only way that the objective of a non- 
inflationary settlement can be achieved would 
be through a corresponding improvement and offset 
in productivity. This has placed labor in a some- 
what unfavorable light. It has been forced to adopt 
the argument that a wage increase is possible and 
that this can be met out of profits without increas- 
ing the prices of steel products. 

Some of the specific issues over which much of 
the wrangling occurred between July 15 and the 
date of the President’s order include the following. 
Management has been insistent that the cost-of- 
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living clause be eliminated from its contract. This 
clause has cost industry approximately 17 cents an 
hour in the period 1956-59. There is a growing re- 
sistance, it should be noted, on the part of industry 
to the inclusion of the cost-of-living escalator. This 
clause has a tendency to tie wage rates not to the 
conditions of productivity and profitability of an 
industry or firm but to an intangible index number. 
As such, it tends to magnify inflationary pressures. 
Management also wanted to be granted more control 
over wildcat strikes by being allowed to deduct one 
day of vacation for each day of work lost by a work- 
ex who walks off his job. Throughout the negotia- 
tions, management constantly insisted on being 
granted the right to control “featherbedding” and 
to be able to introduce other cost-cutting programs. 
Little headway was made on these issues. 

The United Steelworkers had a package of de- 
mands that exceeded 250 items, but most of these 
dealt with improvements in wages, weekend premi- 
ums, vacations, pensions, unemployment supple- 
ments, and hospitalization. The initial answer of 
management was a proposal to continue current 
wage rates and fringe benefits unchanged until 
June 30, 1960. It was not unexpected that labor 
would reject this proposal, and so management 
countered with a compromise, offering a wage in- 
crease commensurate with increases in productivity 
but with safeguards against wildcat strikes and 
featherbedding practices as well as the elimination 
of the cost-of-living escalator. 

Again, this offer was rejected. Once more man- 
agement proposed a compromise. This time there 
was an offer to increase insurance and pension 
benefits during the first year of a two year con- 
tract and then grant a wage increase in the second 
year providing the union agreed to certain contract 
changes that would help offset these costs. As with 
the previous offers, this one also was rejected. 

Early in October, management made its so-called 
maximum offer. This included the following: to im- 
prove the pension, unemployment benefit, and sup- 
plemental unemployment insurance benefits during 
the first year and grant a wage increase at the be- 
ginning of the second year of a two year contract. 
This the companies said would amount to an in- 
crease in wage costs of 15 cents per man hour 
worked or an equivalent of two per cent per year of 
total employment costs. However, these benefits 
were conditioned upon the following additional 
items: 

1. Eliminate future cost-of-living adjustments, 
although all past ones will be included in the 
basic existing wage rate. 

2. Enable management to take reasonable and 
necessary steps to improve efficiency and 
eliminate waste, subject to the affected work- 
ers having the actions justified through 
grievance and arbitration procedures. 

3. Permit flexibility in scheduling work to cor- 
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respond with the requirements of operations 
and production. 

4. Make participation in a_ wildcat strike 
grounds for firing employees and insist that 
the local unions take a more active part in 
curbing such stoppages. 

An additional clause provided that management 
at any plant should have the right to change or 
eliminate any local working condition. 

These proposals, just as in the past, were rejected 
by the union, which estimated that the increase over 
the two year period would amount to only 10 cents 
and not 15. The elimination of the cost-of-living 
escalator also created objection. In fact, the union 
continued to demand essentially the same package 
with which it opened negotiations in May. 

Thus it came about that after 87 days of fruitless 
bargaining, with little vision of a settlement, Presi- 
dent Eisenhower called upon the provisions of Taft- 
Hartley and appointed his board of inquiry of 
George Taylor, John Perkins, and Paul Lehoczky. 
This makes about the fifteenth time that the Taft- 
Hartley procedures have been called into force. 
There is much speculation whether the strike will 
be settled during the 80 day cooling off period or 
whether it will break out anew after the end of 
this period. 

But a more fundamental issue exists and con- 
tinues to remain unresolved. The force of govern- 
ment is felt in this strike now. Workers who might 


have been willing to return to work on the com- 
pany’s terms develop an antagonism to the com- 
pulsory nature of the procedure. Even if a com- 
promise is worked out—and most results of media- 
tion or government intervention with the processes 
of collective bargaining usually do result in com- 
promises—the basic issue of management preroga- 
tives still exists. Issues will continue to arise when 
management insists that it have the power to make 
full use of new and automatic equipment and to 
take advantage of the gains of increasing produc- 
tivity. Otherwise, its products will be priced out 
of the markets. Labor will continue to voice op- 
position, especially at the plant level. At best, man- 
agement can expect that unions, if they do accept 
advances in techniques of production and newer 
technology, will insist that the processes of auto- 
matization be gradual and that adequate provisions 
be made for the displaced workers. Here, an ethical 
and welfare question arises. Who should bear the 
burden of this cost? Should it be on the industry in 
which the worker has spent his producing years, or 
should it be society which gains through the pro- 
cesses of economic and industrial growth? The fu- 
ture, the writer feels, will witness an increasing 
number of labor disputes that revolve around this 
issue. And so, the steel strike of 1959 takes its posi- 
tion as one not so much involving the traditional 
“bread and butter” of wages and hours, but one con- 
cerned with deep-rooted philosophical positions. 





THE OWNERS OF BIG BUSINESS 


A few years ago U. S. Steel made a survey of its stockholders. The survey revealed: 

(1) Nearly three fifths of the stockholders had annual incomes of less than $5,000. 

(2) The°’annual income of about one third of the stockholders was below $3,000. 

(3) More than half the stockholders had annual incomes less than the average wages then paid to 


steel workers. 


Quoting from Mr. Blough, Chairman of the Board, United States Steel Corporation: 


If the ownership of United States Steel is fairly representative of that of other large American enterprises, it 
would seem highly probable that the majority of the owners of so-called Big Business are “littler people,” in the eco- 
nomic sense, than many of the owners of so-called Small Business. 


From LEARNING TO MULTIPLY AND TO DIVIDE, by Roger M. 


Blough, an address before The Economic Club of New York, Jan- 
vary 15, 1957. Published by the U. S. Steel Corporation. 


ATLANTA ECONOMIC REVIEW 





@ : 


Ara 





hea 


Investment-minded Georgians, as well as corporation lawyers and accountants, will be 


interested in the analysis of: 


Corporate Dividend Regulation In Georgia: 


Some Legal and Accounting Considerations 


by 
Otha L. Gray 


DIVIDED DISTRIBUTIONS UNDER CURRENT STATUTES 
Limitations 


Legislative and judicial techniques adapted to 
limit dividend payments have attempted to define 
a source, subject to stated limitations, from which 
distributions may be made. These sources of divi- 
dends have often been called “funds.” From an ac- 
counting viewpoint this is technically incorrect. 
The typical sources variously described as “balance 
sheet surplus,” “excess of net assets over capital 
stock,” and “net profits” from specified periods 
do not actually constitute funds in an accounting 
sense but are sources of funds. These source limita- 
tions include consideration of both legal and account- 
ing principles. 

In view of the fact that the Georgia statutes 
are very limited in their express dividend regula- 
tions, leaving major restrictions to charter provi- 
sions, this survey will not be comprehensive of all 
possible hypothetical situations which could arise in 
consideration of dividend legality. The examination 
of the Georgia statutes will be limited to express 
provisions and to selected legal and accounting con- 
cepts which are requisite to testing dividend legality. 
Without attempting at this time a “microscopic” 
examination, evaluation of the existing statutory 
provisions will be made, together with the pointing 
out of the more obvious deficiencies revealed in 
seeking answers to several essential questions which 
are present in any practical application of dividend 
restrictions. We shall not exhaustively consider 
herein the matter of relative share interests, priori- 
ties, or relationship of shareholders inter se. 

The legality of dividends under current Geor- 
gia law stems principally from the Corporation 
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Charter Act of 1938! and subsequent amendments 
thereto. The pertinent provisions relating to divi- 
dends are stated in the Georgia Code Ann. (1933) 
22-1835 as follows: 


Subject to any restriction in the charter, a corpora- 
tion may by resolution of its Board of Directors declare 
and pay dividends in cash or property out of its net 
assets in excess of its capital stock, according to its 
charter or amendments thereto, or, in case there shall 
be no such excess, out of its net profits for the fiscal 
year then current and/or the preceding fiscal year. . 


From the above quotation it can be seen that 
both the “capital impairment” and “net profits 
rule” are in effect in Georgia in the alternative. That 
is, a dividend can be distributed even in the absence 
of net profits providing there is an excess of assets 
over liabilities and capital stock. Alternatively, if 
there is no such excess of assets over liabilities and 
capital stock, a dividend may nevertheless still be 
paid providing there are net profits from the cur- 
rent fiscal year and/or the preceding fiscal year. 
The Georgia statutes do not define the term “capital 
stock” and do not use the term “legal capital.’”’ The 
term capital stock, however, is used to mean the 
same as legal capital in instances in which the re- 
strictions against impairment of legal capital are 
intended. Research has revealed no Georgia cases 
interpreting the quoted provision. Apparently the 
surplus available for dividends need not be limited 
to earnings but may consist of “paid in” or “capital 
surplus” of various types typically found on cor- 
porate balance sheets. 

A further portion of the statutory limitation 
found in the same section serves to limit the net 





1 Ga. Acts 1937-38, Ex. Session, p. 214. 








profits rule when there is an impairment in the 
capital to such an extent that the preferred share- 
holders would have their liquidation preferences 
jeopardized. 
. . . provided, however, the directors shall not declare 
and pay out of such profits any dividends upon the 
shares of any class of capital stock, so long as a de- 
ficiency exists in the amount of capital represented by 
issued and outstanding stock of any other class having a 
superior preference to such class upon distribution of 
assets... .2 


Problems in Application 


Interpretation of “capital stock” 

In an attempted practical application of the above 
statutory limitations to determine the validity of a 
proposed dividend distribution, a host of questions 
immediately arise. What is the capital stock of a 
Georgia corporation? The statute does not define the 
term which is used in determining the excess of net 
assets available for distribution. An early Georgia 
case® held, however, that the capital stock of a com- 
pany “. .. is the amount of shares subscribed and 
not the amounts actually paid in... .” In contrast to 
the Georgia statute, the more recent statutes‘ that 
have been enacted spell out very precisely the 
amount of the stated or legal capital—terms which 
are used in modern statutes due to the confusion 
surrounding the long record of widespread misuse 
of the term capital stock. Basically, the question 
is what amount of legal capital is to be maintained 
as the permanent capital of the corporation as a 
margin of safety for the creditors in return for their 
surrender of a claim to personal liability of the 
shareholders for corporate debts. When the amount 
of legal capital is not expressly defined in the 
statute, many questions arise as to whether or not 
the sum is to include all of the consideration received 
for the sale of shares, par or no-par. Likewise, ques- 
tions arise as to whether or not consideration must 
be at least equal to par or some fixed or stated 
value for no-par shares. Georgia statutes are notice- 
ably silent on this specific point of value which must 
be considered in computing the legal capital. From 
a reading of the statutes it would be implied, how- 
ever, that the par value must be fully paid in. 


. shares of stock having par value may be issued for 
any consideration, whether money, property or service, 
which is at least equivalent to the full par value of the 
stock so to be issued... .5 
As to questions of full payment of legal capital 

when payment is made in property or services, the 
Georgia statutes* provide that in the absence of 
fraud, the valuation of the directors shall be con- 
clusive, and any contract made between the corpora- 





2 Ga. Code Ann. (1933) 22-1835. 

3 Hightower v. Thornton, 8 Ga. 486 (1850). 

4 See, for example, N. C. Business Corporation Act of 1957, N. C. Gen. 
Stat. ch. 55-47. 

5 Ga. Code Ann. (1933) 22-1831. 

6 Ga. Code Ann. (1933) 22-1831. 


tion or the persons representing it at the time and 
the subscriber as to the medium of payment for 
stock shall be conclusive. 

For shares of no-par value it is apparent that the 
portion which is to be considered as legal capital 
is subject to the discretion of the directors. The 
pertinent statute provides: 


The directors may allocate any portion of the con- 
sideration received from such non-par stock to capital 
and the remainder to surplus, in their discretion, pro- 
vided they are so empowered in the charter... .7 


Many statutes provide a limiting time within 
which the discretionary allocation must be made. 
Georgia, however, makes no specific reference to 
the time. It would be assumed, therefore, that a 
reasonable time after issuance of shares would be 
allowed for exercise of discretion. After a reason- 
able time had elapsed it would appear that the di- 
vision of proceeds between capital and paid-in sur- 
plus would be limited to following the statutory 
procedure for reduction of capital. 

Since the paid-in capital is in excess of the desig- 
nated capital stock, it is available for distribution 
under the balance sheet surplus test, which permits 
distribution of a surplus regardless of source if the 
net assets are in excess of the capital stock as pro- 
vided by the Georgia statutes. This permissive dis- 
tribution is an especially loose policy because it 
would permit the immediate distribution to stock- 
holders of a part of their initial investment under 
conditions which might lead them into thinking 
that they were receiving a distribution of profits 
when in fact the corporation was incurring losses. 
A desirable protective feature of such a permissive 
policy would be to require that notice of the source 
of such distributions be made to the shareholders. 

In criticism of the present type statute allowing 
discretionary allocation to paid-in surplus, it has 
been suggested® that at least a minimum percent- 
age of the consideration received in payment, such 
as fifty per cent, be attributed to stated capital. 
Furthermore, it is suggested that in the case of 
preferred shares the discretion of the directors be 
limited as to the amount credited to paid-in sur- 
plus. The liquidation priority of the preferred shares 
is suggested as a convenient measure of the stated 
capital to be represented by such shares. 


Interpretation of “fiscal year” 

The concept of legal capital is of less importance 
in Georgia than in states where the capital impair- 
ment limitation is in effect as a dividend limita- 
tion, since in Georgia an existing impairment of 
capital and consequent lack of a balance sheet 
surplus is no obstacle to distribution of dividends 





7 Ga. Code Ann. (1933) 22-1830. 
8 Henry Winthrop Ballantine, Corporations (Rev. ed., Chicago: Cal- 
laghan and Company, 1946), Sec. 207, p. 480. 
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out of current profits. 


Some question arises as to whether the statutory 
provision® for dividends from net profits of the 
current fiscal year requires a full twelve months 
or whether dividends may be legally distributed 
from first quarter profits even though, subsequent 
to such distribution, the remaining quarters of the 
year result in losses. It is customary business 
policy, however, to prepare quarterly reports of in- 
come and to have a quarterly dividend distribution. 
No specific answer is provided by the statute. 
However, it is to be submitted that net profits for 
a fiscal year cannot be determined until the entire 
year has elapsed. The more recent and better drafted 
corporation statutes provide for such a problem. 
Several recent statutes limit the fiscal period spe- 
cifically to not less than six months and not longer 
than one year. The meaning of the term “current 
fiscal year” as embodied in similar statutes is by 
no means clear even in many other jurisdictions. 
The expressly defined term and limited time period 
appears to be a more desirable provision. 


A further question of much importance in deter- 
mining periodic profits is what charges and credits 
are to be made in determination of the current 
period profit. What is to be done with realized 
gains and losses of a non-operating, unusual, 
extraneous nature such as casualty losses, involun- 
tary conversions of operating properties resulting 
in gains, and an indefinite number and variety of 
similar items? Shall these gains and losses be re- 
flected in the current period net profits available 
for distribution, regardless of a continuing capital 
impairment? As usual, the existing Georgia statutes 
give no answer to the question. 

It has been said by one recent writer’? that here, 
as elsewhere in determining availability of funds 
for dividends, recognized accounting principles 
must be used in ascertaining what are profits or 
earnings, and that notice must be taken of those 
items which good procedure would require to be 
included in corporate profit-and-loss statements. 
However, even respected accounting authorities" 
differ in their approach to the problem of the proper 
place for reflecting unusual charges and credits 
occurring during the current operating period but 
not specifically relating to the normal operations 
of the current period. The advanced stage of de- 
velopment of generally accepted accounting prin- 
ciples by various professional accounting societies 
is acknowledged. However, for similarly situated 
corporations there is an admitted variety of equally 
acceptable alternative means of applying generally 
accepted accounting principles to the determination 


9 Ga. Code Ann. (1933) 22-1835. 

16 Lattin, Corporations, p. 48 (1958). 

11 See American Accounting Association and American Institute of 
Accountants viewpoints discussed by Newlove and Garner, Advanced Ac- 
counting, Vol. I, p. 431-448 (1950). 
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of net income and to the preparation of financial 
statements so long as they are applied consistently 
from one fiscal period to the next. Consistent use of 
any one of these alternative methods will give a 
different result in calculation of the balance sheet 
surplus, earned surplus, and net profit for the 
period. Which accounting method is to be used for 
guidance in dividend declaration? One might say 
that a safe course, legally and perhaps financially 
wise, would be never to declare dividends to the 
maximum extent of their legality, but rather to 
keep a clear margin of safety. This would be good 
advice only if one could determine at what point 
the margin of illegality began or the limits of il- 
legality ended. The Georgia statutes give no prac- 
tical aid in delimiting the area of legality. 

A similar problem of application of accounting 
principles exists when considering the valuations 
to be used in arriving at the balance sheet for a 
test of existing surplus, solvency, or, for that mat- 
ter, in determining the periodic allocations of asset 
expirations to cost of current operations. Again, 
various alternatives exist which are equally accept- 
able so long as they are consistently followed in 
the accounting practice of the individual company. 
For example, shall the inventories be valued on the 
basis of cost, the lower of cost or market, or LIFO 
cost; shall the depreciation be calculated as straight 
line or accelerated; what considération should be 
given to price level changes; what of plant revalua- 
tions and depreciation on replacement cost as op- 
posed to historical cost? None of these problems 
are solved by the older corporation statutes, in- 
cluding Georgia’s. However, the more recent re- 
visions'* are presenting a more practical and 
realistic approach to problems of corporation fi- 
nance and accounting in providing for legal capital 
and dividend regulation. Conventional accounting 
treatment of assets and surplus has been re- 
examined, and unanswerable questions previously 
raised by statutory inadequacies have been largely 
resolved by clarifying legislation. 


An example of a statutory provision in a recently 
revised Business Corporation Act!? relating to these 
matters is as follows: 


Except where provisions of this chapter specifically 
require a standard or impose additional limitations, the 
assets of a corporation may, for the purpose of de- 
termining the lawfulness of dividends or of distributions 
or withdrawals of capital assets to or for the sharehold- 
ers, be carried on the books in accordance with generally 
accepted principles of sound accounting practice ap- 
plicable to the kind of business conducted by the cor- 
poration. 





12 Garrett, Capital and Surplus Under the New Corporation Statutes, 
Law and Contemporary Problems 239 (Spring 1958); Kreidmann, Dividends- 
Changing Patterns, 57 Col. L. Rev. 372 (1957). 

13 N. C. Business Corporation Act of 1957, N. C. Gen. Stat. ch. 
55-49 (b). 
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One recognized authority’ on the problems pre- 
sented here has stated that, barring clear statutory 
provisions, dividend law is in the realm of what 
might be called the “common law of accounting”— 
an area upon which lawyers, unless they have an 
accounting background, should tread lightly. The 
same cautionary note might be given to accountants 
who deal with legal aspects of dividend problems. 
It would be well for both accounting and legal pro- 
fessions to join in a re-examination of the existing 
statutes in their jurisdictions to suggest improve- 
ments, in consideration of the growing importance 
of the area to large numbers of investors, cor- 
porate management, and business advisors from 
both the accounting and legal professions. 


Share dividends 

Statutory provision'® is made for approval by 
vote or written consent of two thirds of the share- 
holders of the class of shares to be issued as a 
dividend if such a class exists prior to issuance of 
such a dividend and the dividend proposed is to be 
issued to other than the pre-existing class. 

The amount of increase in legal capital, if any, 
as a result of the issuance of share dividends is not 
at all certain under the Georgia statutes. Normally 
a share dividend results in a transfer from the 
surplus of a corporation to the capital account, and 
it constitutes an increase in the legal capital. The 
only statutory provision as to the amount involved 
in respect to a share dividend is stated as follows: 

. neither a stock dividend nor a subdivision of shares 
need be made out of the surplus or earnings of the 
corporation, but a deficit may not be created or increased 

thereby. .. .18 

There are no apparent Georgia decisions in- 
terpreting this provision. Whether share dividends 
¢an be issued without any transfer to the capital 
of the corporation is not clear, although it is implied. 

The purpose of requiring some surplus to be 
transferred to capital upon the issuance of share 
dividends is to give some assurance that there is 
adequate net worth or value behind the shares and 
to prevent abuse by excessive issuance of shares 
without consideration. In the absence of any ex- 
press statutory requirements as to share dividends, 
it is generally recognized that a dividend of shares 
having a par value, being a new issue of shares, in- 
creases the legal capital by an amount equal to the 
par value of the shares issued. When the shares 
issued are without a par value there is no convenient 
measure of the amount of surplus to be transferred 
to legal capital. 

It is not clear as to what type of surplus is 
available for a share dividend. Apparently a capital 


14 Lattin, op. cit., p. 489 (1958). 
15 Ga. Code Ann. (1933) 22-1836. 
16 Ibid. 
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surplus resulting from an excess of net assets over 
capital stock would be as available for a share divi- 
dend as for a cash distribution for which there is 
express provision. As to whether share dividends 
may be based upon an appraisal surplus resulting 
from a current valuation of recorded assets in excess 
of their accounting cost, the statute gives no clear 
answer. Often share dividends are permitted from 
such appraisal surplus while cash dividends are 
prohibited from such a source. The distinction made 
is that share dividends result in mere bookkeeping 
transactions without any change in asset structure, 
whereas cash dividends actually reduce assets by 
distribution. Conservatively, accounting authorities 
have consistently opposed the wisdom of share divi- 
dends based upon such a source. 

Regulation of share dividends in Georgia is very 
meager and leaves many unanswered questions as 
to the type of surplus available for share dividends 
and as to the effect upon the amount of legal capital 
resulting from the issuance of this type of dividend. 
Virtually no guides exist as to proper accounting 
under legal capital requirements in Georgia. 


Corporate acquisition of its own shares 

One indirect form of corporate distribution which 
is often regulated by statute for the protection of 
creditors and shareholders inter se is the reacquisi- 
tion of a corporation’s own shares from its share- 
holders by purchase out of the corporate assets. 
Whether or not the legal capital is reduced by such 
asset contraction is usually governed by statute. 
Regardless of the effect upon legal capital, the cor- 
porate assets are reduced by a distribution to share- 
holders, a step which could be detrimental to other 
financial interests. 

The Georgia statutes!’ provide that a corporation 
may acquire its own capital stock by purchase only 
if it has a surplus of assets over its liabilities and 
capital stock. Thus, generally, any type of surplus 
would appear to be available for purchase of its 
own shares. There is a limitation in favor of pref- 
erence shares, however, which restricts the pur- 
chase of shares to the extent of the amount of the 
earned surplus where there is outstanding another 
class of shares having a distribution preference over 
the shares purchased. One authority'® has stated 
that such a requirement as is in the Georgia statute 
providing that treasury shares be purchased only 
from surplus is a requirement that such shares not 
be carried as an asset or as a deduction from stated 
or legal capital. 

Share purchases under most statutes do not of 
themselves reduce the amount of the legal capital 
which is a limitation on shareholder withdrawals. 
Under such conditions the mathematical measure of 
legal capital is not reduced by asset distributions in 
share acquisition. The net assets are merely reduced 





17 Ga. Code Ann. (1833) 22-1827. 
18 Hills, Model Corporation Act, 48 Harv. L. Rev. 1334, 1342 (1835). 
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without any corresponding change in the required 
legal capital. Thus, it becomes unimportant as to 
the exact manner of reflecting the share acquisition 
on the balance sheet so long as shares are neither 
carried as an asset nor reflected as a legal capital 
reduction. Although accounting treatment has been 
somewhat controversial over the years, the general 
method of showing the share acquisition today 
would reflect a reduction of the over-all excess of 
net assets over capital stock and indirectly reflect 
a reduction in the amount available for dividend 
distribution. 

Frequently the statutes provide expressly for a 
freezing of the surplus by the amount of assets paid 
out in acquisition of a corporation’s own shares. 
Georgia statutes do not make any express restri:- 
tions of this nature. Neither do the statutes in- 
dicate the effect of share acquisition upon the legal 
capital of the corporation. No cases appear to 
have interpreted this section of the statute. Statu- 
tory clarification would be desirable. 


Reduction of legal capital 

Even though there are no current profits and 
there is no excess of net assets over capital stock, 
a distribution to shareholders can be accomplished 
legally by following a statutory procedure for re- 
ducing the amount of legal capital, or capital stock, 
as it is variously called. 

In Georgia, as in most states, there are statutory 
limitations'® upon reduction of legal capital. Such 
reduction must be accomplished under the provision 
for amendment of charter and requires a two-thirds 
vote of the capital stock entitled to vote thereon. 
Apparently the preferred shareholders, if two 
classes exist, may or may not be entitled to vote 
thereon, depending upon charter provisions relative 
thereto. Unless denied by charter, they would have 
the right to vote on this matter of fundamental 
change and, due to the requirement of an affirma- 
tive vote of two thirds of the holders of that class 
of stock, would have the apparent power to prevent 
any action adversely affecting their rights. The 
statute*® reads as follows: 

Provided, nevertheless, that whenever a corporation 
shall have more than one class of stock outstanding, 
unless permitted or authorized by its charter, no amend- 
ment adversely affecting the rights of the holders of 
any class of stock shall be adopted without the vote or 
consent of a two-thirds majority of the holders of that 
class of stock and without such consent as may be 
required under the terms and obligations of the existing 
charter or of any contract existing between the corpora- 
tion and the holder or holders of any of its stock.... 
Notice, however, that there is no consideration 

for the rights of creditors to vote or voice approval 
or opposition. Some statutes do include the right 
of creditors to participate in such decisions, and 
some statutes prohibit reduction of capital unless 


19 Ga. Code Ann. (1933) 22-1854. 
20 = Ibid. 
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there are no outstanding debts at the time of the 
reduction. So long as the corporation is solvent 
and in the absence of statutory right to object, the 
creditors have no basis at law to oppose a reduction 
of legal capital. The creditors may, however, have 
a basis for equitable relief either before or after 
the reduction. 


Distribution of Reduction Surplus 

Under the statutes of Georgia*! the amount of 
surplus resulting from the reduction of legal capital 
may be distributed to the shareholders as may any 
other existing surplus, subject only to restrictions in 
favor of priority shareholders. No distribution shall 
be made to shareholders of one class in violation 
of equal or prior rights of shareholders of another 
class, as determined by the charter or an amend- 
ment thereof, except with the consent of the re- 
spective holders of stock of such other class. 


Remedies for Illegal Dividends 

No attempt herein is made to treat the general 
area of director and/or shareholder liability for 
illegal dividends. However, it is advisable to refer 
in passing to the statutory provisions in Georgia 
relative thereto. 

Questions of legality of dividend distributions 
generally arise when creditors are trying to recover 
distributions made at a time which prejudiced their 
rights or at other times when classes of shareholders 
are likely to seek redress for a “milking” of the 
corporation by holders of another class of shares. 

As for shareholders, so long as the corporation 
was solvent at time of distribution and shareholders 
received the dividend in good faith without knowl- 
edge of illegality, they are generally protected.” In- 
solvency raises another question which has gen- 
erally been resolved in favor of the creditors, 
allowing a recovery for their benefit regardless of 
the gcod faith of the shareholders. 

In the absence of statutes specifically imposing 
liability upon them, directors are liable for partici- 
pating in a violation of the general statutory divi- 
dend regulations which, even if not expressly, are in 
effect prohibitions directed toward them. There are 
two express penalties in Georgia for the illegal pay- 
ment of dividends.?* Both penalties, however, are 
directed toward the test of illegality under the old 
dividend limitation, which was superseded by the 
1938 Act.** It is not entirely clear whether these 
penalties apply under the new statutory provisions, 
since they were not expressly superseded and the 
new provisions continue to refer to illegality in 
terms of the old statute. In any event, there is a 
saving factor which has been adopted within recent 


21 Ga. Code Ann. (1933) 22-1354. 

22 Ballantine, op. cit., Sec. 255, p. £93. 
23 Ga. Code Ann. (18933) 22-713; 22-9901. 
24 Note supra. 
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years by many states, including Georgia. Reliance 
in good faith upon the corporate books of account 
or upon financial statements of officers having 
supervision of the accounts showing that funds are 
available for dividends is a defense to a charge of 
illegality.?5 


SUMMARY 

The existing Georgia statutes are most liberal 
in allowing distributions to shareholders—perhaps 
too liberal from the standpoint of sound accounting, 
financial stability, and protection of creditor inter- 
ests. Except for the sparse limitations in the statutes 
designed to protect the liquidation preferences of 
preferred shareholders and except for the more 
restrictive provisions in the charter, the directors 
are granted a wide latitude within which they may 
make distributions of surplus in excess of legal 
capital—regardless of its source and of current 
profits, and regardless of existing capital deficits. 
Many observations of weaknesses and recommenda- 
tions for improvement have been made above. As 
a conclusion, it is suggested that the pertinent 
Georgia statutes need a thorough and detailed re- 
view by a joint committee representing both the 





25 Ga. Code Ann. (1933) 22-1635. 


legal and accounting professions, with a view to 
clarifying and modernizing this important segment 
of the corporation law. A few of the specific objec- 
tives which this group should seek to accomplish 
include: 


1. Strengthening of creditor protection, including 
clarification of “legal capital” 

2. Preservation of equities among different 
classes of shareholders inter se 

3. Specification of the kind of dividend (cash, 
property, or share) which may be paid from a 
particular kind of surplus or other source 

4. Treatment of certain kinds of surplus like 
capital, thus restricting dividends payable from such 
a source 

5. Prohibition of use of revaluation or unrealized 
appraisal surplus as a dividend source 

6. Requirement of notice to shareholders of 
source from which dividends are paid 

7. Clarification of accounting ambiguities in the 
old statutes by specifying the use of generally ac- 
cepted accounting principles in the absence of more 
limiting provisions testing dividend legality 

8. Furnishing lawyers and accountants with bet- 
ter guides to practice in this important area of 
corporation law, accounting, and finance. 





THE AMERICAN ECONOMY: THE BITTER AMIDST THE SWEET 


“The primacy of the American economy, in its productiveness which yielded a per capita income in 





1949 higher by 67 per cent than that of the country ranking second (Canada) and in the opportunities 
it affords to individuals, is well recognized. Its defects—susceptibility to business cycles, a high degree 
of personal insecurity, inequality of wealth, concentration of economic power, waste of natural resources, 
ugly and vulgar manifestations—are linked with its virtues. The drive to produce contributes to busi- 
ness cycles and often ignores aesthetics; individual opportunity implies a risk of failure and a chance of 
accumulating great wealth and power; high wages encourage expenditure (or ‘waste’) of materials in- 
stead of labor. Few Americans would be willing to sacrifice the virtues of their economy in order to get 
rid of its defects.”—from the Twentieth Century Fund study, “Antitrust Policies: American Experience 
in Twenty Industries,” by Simon N. Whitney. 


Quoted from NEWSBRIEFS—A CLIPSHKEET, Spring 1959, Number 35. 
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) ' The subject of American economic growth is one destined to receive great attention during this dec- 
. ade. Two recent developments have thrust the topic inio the limelighi: first, the Russian challenge to 
surpass the United States in a production race; and, second, the current wave of bitter labor disputes 

over freedom for management to take steps which would achieve higher output per worker. 


ECONOMIC GROWTH IN THE UNITED STATES AND SOVIET UNION 


A DIGEST 
OF 
RECENT SIGNIFICANT STUDIES 
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It is a most difficult matter to get at the truth 
tuncerning the growth rate of the Russian economic 
system; at least, this has been the experience of 
American scholars who have looked closely at the 
situation. One of the most careful inquiries into this 
subject in recent years has been that headed by Pro- 
fessor G. Warren Nutter (University of Virginia) 
under the auspices of the National Bureau of Eco- 
nomic Research (New York City). 


Professor Nutter reported some preliminary find- 
ings of his study at the 1957 annual meeting of the 
American Economic Association.' Some highlights 
of his paper follow. 

No single way of constructing an index of indus- 
trial production in Russia could be found which 
would present an adequate picture. Several were 
constructed and utilized. Nutter felt that an “in- 
dustrial materials” index was probably the most 
satisfactory single indicator of general growth 
trends.? After having plotted pertinent index data 
for Russia and the United States, Nutter had this 
to say: 


These charted trends suggest three things about 
Soviet industrial growth. First, when viewed from the 
terminal dates 1913 and 1955, it has been roughly con- 
sistent with the growth trend established by Russian 


1 G. Warren Nutter, “Measuring Production in the USSR: Industrial 
rowth in the Soviet Union,’’ American Economic Review, May, 1958, pp. 
398-411. 

2 R. V. Greenslade and Phyllis A. Wallace have criticized Nutter’s 
choice of an industrial materials index as a measure of Soviet industrial 
growth when it is used in comparison with a comprehensive index of 
American industrial production; they regard such a comparison as im- 
proper. Moreover, they hold that when materials indexes are used for both 
the United States and Russia, the Soviet growth rate stands well ahead of 
our own. (See ‘Industrial Growth in the Soviet Union: Comment,”’ Ameri- 
can Economic Review, September, 1959, pp. 687-695.) 

Nutter replied to this criticism by holding that the ‘‘Moore” index of 
industrial materials production in the United States, the index used by 
Greenslade and Wallace, was markedly deficient. (See ‘Industrial Growth 
in the Soviet Union: Reply,’’ ibid., pp. 695-701.) Moreover, if the Federal 
Reserve Board’s index of industrial materials were observed, rather than 
Moore’s, one would find a close parallel with total manufacturing produc- 
tion in this nation. Therefore, Nutter holds that the comparisons he made 
were essentially fair ones. (Keep in mind that any research worker func- 
tioning in this field is faced with a marked deficiency of verifiable Soviet 
data, and no index can be constructed according to standards customary 
in Western countries.) 


13 





industry during the last half century of the Czarist 
period, which seems in turn to have been remarkably 
similar to the concurrent growth trend for American 
industry. Second, and when viewed in the same way, it 
has proceeded at about the same average pace as Amer- 
ican industrial growth over the same period (i.e., 1913- 
55). And third, it has displayed short spurts of growth, 
following recovery from economic catastrophies, that 
have been more rapid than anything similar experienced 
in the United States, with the exception of the extraor- 
dinary American industrial effort during World War II. 
These observations must be tempered by noting that the 
Soviet trend line, as defined here, has so far been the 
ceiling for industrial production: production has twice 
dipped far below the trend line (in the twenties and 
forties), while it has not yet succeeded in piercing 
through it. This is merely to say that the average 
annual growth rate computed from output in terminal 
years is substantially higher than the rate achieved on 
the average year in, year out, so to speak. Put another 
way, the aggregate production accumulated over the 
forty-odd years of the Soviet era has been considerably 
smaller than the aggregate implied by the average 
growth rate computed from output in terminal years. 


Time Factor a Critical One 


Nutter pointed out that to make a fair comparison 
one must reckon with the time element, or stated 
another way, with the comparative stages of eco- 
nomic development for the two nations. In his 
words: 


These data suggest a long-run tendency in both 
countries for industrial growth rates to slow down, or 
retard, as the level of production gets higher. It may 
therefore be informative to compare growth in the 
Soviet Union and the United States over the respective 
periods in which industrial production started from 
about the same level. In earlier studies reported on last 
year, we estimated that the Soviet levels of industrial 
preduetion in 1913 and 1955 corresponded roughly with 
American levels in, respectively, 1885 and 1920. This 
would imply a higher average annual growth rate over 
the 35-year American period than over the 42-year 
Soviet one; and this implication is confirmed by the data 
in Table 4 [Table 1 in this article], which show indus- 
trial output growing by 4.9 per cent a year in the United 
States over the period 1885-1920 and by 3.3 to 4.7 per 
cent a year in the Soviet Union over the period 1913-55. 

As to the shorter periods of Soviet industrial growth, 
it seems reasonably clear that there are no similar pe- 
riods in American industrial history that fully duplicate 
the rapidity of Soviet growth from 1928 to 1955, although 
the American period 1885-1912—when production started 
at about the same level—comes close. Among recent 
years, the American period 1939-51 perhaps most com- 
parable to the Soviet period 1928-40, in that it, like the 
Soviet period, followed a decade of depression and 
stagnation; here, again, the American growth rate falls 
short of the Soviet one, though not by a great deal. 
The most recent short period of rapid growth—1950-55— 
has no counterpart in normal American times; it does 
not appear unusual when compared with our period of 
wartime mobilization (1939-43), though the initial heavy 
unemployment in the latter case must be taken into 
account. 

The great contrast between these short-term rates 
and the long-term trend raises questions as to what is 
to be considered the “normal” rate of Soviet industrial 
growth. Arguments can be made for paying more atten- 
tion to the rapid growth achieved in the absence of war 
and similar turbulence and less attention to the aver- 
aged-out growth. I cannot subscribe fully to these argu- 
ments for two basic reasons. First, in both relevant 
short periods—1928-40 and 1950-55—the Soviet Union 
has been able to drive her people much harder and to 
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TABLE 1 


COMPARISON OF AVERAGE ANNUAL GROWTH RATES 
OF INDUSTRIAL PRODUCTION: SOVIET UNION, 
UNITED STATES, AND CZARIST RUSSIA (Per Cent) 


—— 











Period Growth Rate 
Czarist Russia. | 1860-1913 5.3 
United States... .._ 1860-1913 5.2 
Soviet Unien..__...__.._.| s0ne-es 3.3-4.7 
Dred Geaves. 1913-55 3.8 
United States____..___... me 1885-1920 4.9 
Soviet Union : 1928-55 5.4-7.4 
United States._._._._.______._ 1928-55 3.7 
United States eee 1885-1912 5.2 
Soviet Union be ba : 1928-40 6.8-8.9 
United States __ ne, 1928-40 1.8 
United States __. : 1939-51 6.2 
monies Wmmen. Qt 1950-55 V.9-11.7 
United States... .______.... 1950-55 4.6 
United States _.__. 1939-43 21.0 











Source: G. Warren Nutter, “Measuring Production in the 
USSR: Industrial Growth in the Soviet Union,” American 
Economic Review, May, 1958, Table 4, p. 408. 


introduce new resources and technology into the indus- 
trial economy much more rapidly than can be sustained 
year in, year out over a long period. The Soviet suc- 
cesses in these periods are attributable in part to the 
rather normal willingness of people to sacrifice in order 
to overcome economic misfortunes and to make up for @ 1 
lost time. There are other examples—such as West 
Germany and Japan in postwar years—of extremely 
rapid economic growth in periods following catastrophes. 
Second, the data themselves indicate that retardation 
in growth has occurred at a marked rate once the short 
spurts of growth have brought production back close 
to the long-term trend. Thus a sharp retardation began 
in 1987, strengthened, to be sure, by Stalin’s purge; and 
a similarly sharp retardation has set in within the last 
two years, as confirmed by the recent abandonment of 
the Sixth Five-Year Plan. So far, the short spurts of 
growth have at best succeeded in bringing the long-term 
growth rate for Soviet industry approximately up to the 
concurrent long-term rate for American industry. 


Soviets Fooling Themselves? 
Said Nutter: 

One thing is clear: The myth of industrial growth 
that is embodied in the official Soviet index of industrial 
production should be revealed and dispelled, once and for 
all. In each speech he now makes bearing on the subject, 
Khrushchev cites Soviet industrial production as multi- 
plying some thirty-odd times since 1913, and he then 
compares this with growth in Western countries, espe- 
cially the United States, as shown by their standard 
production indexes. According to the official Soviet 
index, industrial production is said to have grown at the 
following average annual rates: 1913-55, 8.2 per cent; 
1928-55, 11.9 per cent; 1928-40, 16.8 per cent; and 1950- 
55, 13.1 per cent. The gross exaggeration in every rate 
is apparent from a glance at Table 4 [Table 1 in this 
article] (derived from indexes based on Soviet data 
but computed by Western methods) and needs no fur- 
ther comment here. 


Growth in the United States Balanced $ i 
We gain even greater respect for the American 
record of growth when we realize that it was always 
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Record in the United States 
(continuing from Fabricant’s article) 


We also know, from Simon Kuznets’ study, that 
national product per capita has been rising in the United 


balanced, that is, embracing both a rising flow of 
consumer goods as well as heavy equipment—a sit- 
uation certainly not the case in Russia. Nutter’s 
comments on this comparison are: 


In comparing industrial growth in the Soviet Union 
and the United States, the vast differences in the char- 
acter of growth in the two countries must always be 
kept in mind. In the United States, growth has come 
primarily out of the voluntary processes of a free mar- 
ket. Nobody “ordered” the growth to take place, and 
until the last few decades most people were quite un- 
aware of precisely how rapidly it was taking place. As 
a consequence, the production of consumer goods has 
expanded at about the same pace as production of 
capital equipment and much faster than other end prod- 
ucts like armaments. There has been concurrently rapid 
growth in other sectors, like construction and services. 
Similarly, some potential growth in production has been 
sacrificed, as a matter of voluntary choice, in favor of 
steady growth in leisure. In the Soviet Union, growth 
has been directed from above, with little regard for the 
wishes of consumers. The production of consumer goods 
has grown scarcely more rapidly than the relevant con- 
sumers themselves, while capital goods and armaments 
have been emphasized; leisure has most likely not grown 
at all. Other sectors of the economy like construction 
and services have been grossly neglected. Had all this 
not been the case, it is extremely doubtful that industrial 
production indexes would have recorded such a large 
rise as they have. 


SOME NOTEWORTHY COMMENTS FROM THE 
NATIONAL BUREAU 


States at something like 20 per cent per decade, on the 
average, over the past eight or nine decades, and—a fact 
of special interest to those prone to “extrapolate’”—that 
there has been no significant sign of diminution in the 
rate of growth in output per capita. We are aware, 
further, that this rather persistent rise of 20 per cent 
per decade has taken place with population rising, not 
falling; with manhours of labor per person of working 
age down, according to Long’s newly published volume; 
with the distribution of income among families becoming 
less, not more, concentrated—at any rate, over the period 
since Worid War 1, for which Kuznets’ calculations and 
the more recent estimates of the Department of Com- 
merce are available; with the distribution of wealth 
also somewhat less, or at least not more, concentrated 
since 1922, to judge from Lampman’s new estimates; and 
with conditions of work generally improved. 

National products per manhour of work done, I 
should make clear, rose more rapidly than product per 
capita—about 25 per cent per decade, on the average, 
according to Kendrick’s estimate for the private do- 
mestic economy. Also—a fact of great importance—the 
long-term pace of advance in output per manhour has 
been speeded up. It was 22 per cent per decade during 
the quarter-century preceding World War I. It has 
averaged 29 per cent since. During the most recent 
period—after World War II—national product per man- 
hour has been rising at an even greater rate, 35 to 40 
per cent per decade. This means, in absolute terms, that 
a ten-year period sees added to the output of each man- 
hour of American labor an amount well in excess of 
the total output obtained from an hour of work in most 
parts of the earth. 


Recent Causes of Growth (from Fabricant’s article) 


One may no longer conclude that increase in out- 
put per worker or manhour has been dominated by 
increase in the volume of fixed (or total) tangible cap- 


(Comments found in the thirty-ninth Annual Re- 
port of The National Bureau of Economic Research 
Inc., May, 1959, THE STUDY OF ECONOMIC 


GROWTH.) 


Increase of Industrial Employment, not Productivity 


of Labor, the Critical Factor in Russia 
Says Solomon Fabricant in the lead article: 


We owe to Nutter a new example of what might 
be learned from such comparisons—in this case, of 
changes in labor productivity, employment and output 
in the United States with corresponding changes in the 
Soviet Union. There are, to be sure, difficulties in mak- 
ing the comparison between the two countries, but if the 
results are anywhere near the truth, they reveal a 
remarkable contrast. Between 1928 and 1955, as I have 
mentioned, industrial output in Russia rose much more 
rapidly than in the United States. This difference did 
not reflect a more rapid rate of increase in Russian labor 
productivity. In fact, labor productivity in the United 
States rose about as rapidly as in Russia, measured by 
output per worker, and probably more rapidly, measured 
by output per manhour. The big difference between 
Russia and the United States was in the rate of increase 
of industrial employment. In the United States, em- 
ployment in the industrial sector rose about as rapidly 
as labor productivity. In Russia, industrial employment 
rose far more rapidly than labor productivity. In short, 
the great rise in Russia’s industrial output between 1928 
and 1955 came primarily from the diversion of manpower 
to industry. This has important implications for the 
corresponding trends of output in the other, nonindus- 
trial, sectors of Russia’s economy, into which Nutter’s 
associates are looking, and thus for Russia’s total out- 
put. The implications are even more important for the 
future rate of Russia’s industrial growth. 
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ital. Increase in volume of tangible capital goods has 
undoubtedly played a significant role in raising labor 
productivity, but it has not been the dominant one. 

Of course, capital contributes to output not only 
directly through the additional hands it provides. It 
contrioutes aiso indirectly through its embodiment of 
technological advance, for the hands become more skilled. 
However, this is true also of men and of the hands of 
men. Technology is a factor not measured by volume 
of capital or by number of workers. It needs to be ac- 
counted for separately. 

Because the information, especially on tangible 
capital, is skimpy and disparate, it is not certain that 
the conclusions that hold for the United States hold 
also for trends in other countries generally and for in- 
ternational comparisons of levels. What information 
there is for other countries does suggest that increase 
in volume of tangible capital has not been the dominant 
factor in pushing up output per worker. But more than 
this cannot be said without a clearer notion of the mag- 
nitudes involved. A major task in following develop- 
ments in other countries, and thus in grasping the law 
of increase of production in general, is to acquire better 
information on the volume of capital they use. 

To say that production in the United States has 
risen twice as fast as labor and tangible capital input 
combined, over the past two-thirds of a century, is to 
say in the same breath that a large part of the explana- 
tion of the rise in production remains to be determined. 


Regarding the Accumulation of Capital Goods 


(from Fabricant’s article) 


One of the significant facts brought out is the rapid 
rate of growth of tangible capital (expressed in con- 
stant prices) at the disposal of the private domestie 
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economy—an average of 28 per cent per decade for the 
total, and 10 per cent per decade in relation to population 
or employment, with both percentages greater when con- 
sumers’ durables and government assets are included. 
Another is the gradual decline in the rate of growth of 
this tangible capital. A third is the lack of stability— 
even in the long run and in the aggregate—in the ratio 
of tangible capital to output, a fact contrary to many 
assumptions made in calculating “capital requirements.” 
Also important is the composition of the tangible cap- 
ital stock. Factory plant and equipment—which many 
consider to be the heart of the capital equipment of an 
industrialized country--is exceeded in size by the fixed 
investment of railroads and public utilities, and also by 
the fixed capital of the rest of business; business in- 
ventories bulk larger than any one of the three industrial 
categories of fixed assets mentioned; housing is far 
larger in value than all nonresidential structures; and 
consumer durable goods are as large or larger than all 
business equipment. Enormous changes have taken place 
in the composition of this capital, whether classified by 
ownership group, type of asset, or industry—a reflection 
of the vast shifts characteristic of a progressive econ- 
omy, one significant aspect of which Stigler is investi- 
gating in his study of the factors that cause (or impede) 
capital movements among industries. While inter-indus- 
try shifts in capital have matched corresponding shifts 
in output, they did not do so exactly, and the trends of 
the capital-output ratios have therefore varied greatly 


Of special interest also is the trend in the percent- 
age of national income saved. Recent events confirm 
Kuznets’ famous finding concerning the horizontal, or 
perhaps even declining, trend in this significant ratio. 
Similar results are obtained even when allowance is 
made, as in Goldsmith’s calculations, for the increasing 
proportion of savings that go into consumers’ durable 
goods. Whether inclusion also of investment in education 
and the like would tilt the trend enough to make it rise 
remains to be seen. 

Much more might be said about the work done on 
the financing of capital formation, but two points made 
by Kuznets deserve emphasis. Kuznets finds that, with 
the relative growth of capital consumption charges and 
the expanded role of government in the economy, cor- 
porations and governments together now account for 
more than two-thirds of the nation’s gross saving; and 
that a much larger fraction of the rest of the nation’s 
savings than in earlier days goes through the hands of 
financial intermediaries. As he remarks, these develop- 
ments have considerable implications for the operation 
of the financial system and the channeling of savings 
to alternative investment outlets, and thus also for 
economic growth as well as stabilization policy. Some 
of these implications are being explored in the postwar 
capital markets project by Goldsmith, Robinson, Shapiro, 
Mendelson, and others, in the work Murray, Holland and 
Cagan are doing on the impact of pension systems on 
saving and investment, and in Gort’s study of diversifi- 
cation by manufacturing corporations. 


i 


W.R.K. 


among industries. 





A symposium on the GROWTH OF THE AME RICAN ECONOMY will appear in the December 
issue of the Atlanta Economic Review. 
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Automation, Competition, And Small Business 


by 


Walter Buckingham 


At first glance it would seem that automation, by 
its very nature, would necessarily require an enor- 
mous capital investment. According to a recent 
French study, automation has increased the ratio 
of capital investment per worker in France three 
to four times more than that of conventional mech- 
anization.' Many highly-automated individual plants 
such as the Madison, Wisconsin, plant of the Dow 
Chemical Company, have a capital investment per 
worker of over $100,000. The ten U. S. firms with 
the highest ratio of assets per employee are all in 
the highly-automated oil refining industry. The 
range of investment per worker (including clerical 
and all employees) is from $81,000 to $138,000. The 
average for the entire oil industry (of those firms 
in the largest five hundred American industrial 
firms) is over $61,000 per employee as contrasted 
with $20,000 in all industry and $10,000 in the tex- 
tile and electronic appliance industries.* 

The effect of automation on the size of plants 
and firms depends on a variety of factors and is 
complicated by statistical and definitional prob- 
lems. The size of plants and firms are two entirely 
different things. An enormous firm may consist of 
countless small establishments, while a much smaller 
firm may own nothing but one relatively large plant. 
Size can also be measured in a number of ways. 
Automation may reduce a firm’s labor force while 
increasing its capital investment and sales volume. 
Thus, some measures of size (such as number of 
employees, managerial capacity, and length of com- 
munication channels) would decrease, while other 
measures (such as value of assets and volume of 
business) would rise. Furthermore, size of a plant 
or firm is relative to its market. Technology in gen- 
eral and automation in particular tend to increase 
the optimum absolute size of plants, if not firms; 
but increased knowledge, new products or services, 
and reduction of artificial trade restrictions may 
simultaneously expand their markets. Thus, the net 
effeet is to reduce the relative size of both plants 
and firms. 

Although a sizable concentration of capital is 
normally necessary before a firm can achieve the 





1 Louis Salleron, L’Automation, Presses Universitaries de France, 
1958, p. 66. 

2 “Directory of the 500 Largest U. 8. Industrial Corporations,” 
Fortune, July, 1959. 
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economies of automatized operations, there is reason 
to believe that automatic control devices may lead 
to decentralization of plants. The growth of electric 
power transmission technology and the introduction 
of lightweight fabricating materials have already 
permitted plants to be located at great distance from 
power and supply sources. Since automatic equip- 
ment requires little direct labor, there should no 
longer be any compelling need to locate automatic 
production plants near large population centers. The 
generally reduced labor requirements due to auto- 
mation have resulted in a trend toward the con- 
struction of relatively smaller plants, more widely 
decentralized, by many of the largest firms, in- 
cluding General Motors, General Electric, Philco, 
U. S. Steel, and Alcoa. 


Decentralization of production is often accom- 
panied by further concentration of ownership, how- 
ever, because established firms frequently take the 
lead in developing new products or expanding into 
more remote areas. Decentralization of plants does 
not necessarily result in less concentration of mar- 
ket power, and may even result in greater concen- 
tration. Still, office automation seems to provide 
some economic justification for centralized manage- 
ment of an entire industry. Technology, in general, 
has required that factories and other production 
units be built on an ever larger scale, but previous 
technology alone has never been able to provide 
economic justification for the holding company or 
chain control of a large number of similar units 
widely separated geographically. Now, however, 
automation may permit real economies of central- 
ized financial and accounting control. 

For example, many large corporations control 
hundreds or even thousands of separate establish- 
ments which have varying degrees of operational 
autonomy and can achieve all of the economies of 
large-scale production within their own plants. 
These firms have now installed electronic computers 
for processing payrolls and other accounting records 
for their entire nationwide operations. This may 
make for greater over-all efficiency, but through 
tighter centralized control and at the possible loss 
of competition. Thus, while automation is likely to 
increase the most efficient size of plants, which 


would tend to reduce competition unless markets 
expanded correspondingly, it may also increase the 
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efficiency of administrative control of large cor- 
porations over their far-flung branches and sub- 
sidiaries. 


Automation May Stimulate Competition 

There is one way that automation could lead to 
more competition. Classical economics assumed 
that businessmen, as well as all other economic 
decision-makers, had a high degree of knowledge 
upon which to base their decisions. The lack of such 
information has been a major deterrent to rational 
economic action and one reason why competition has 
never functioned in reality in the way it has been 
pictured in theory. Automation, as much as any- 
thing, is a revolution in the theory and practice 
of handling information. Electronic computers and 
other automation devices greatly increase the speed 
and accuracy of information transmitted to man- 
agement and that which is frequently available to 
workers and consumers as well. Economic decision- 
makers in many cases can now have information in 
time to make intelligent decisions on it. So automa- 
tion may contribute more to the resurrection of the 
economic man than to his deeper interment. 

Yet, the logic of automation has seemed to be so 
clearly against the small productive unit that many 
businessmen have felt it necessary to proclaim re- 
peatedly that small business is sure to survive and 
grow. It has been frequently reported, for example, 
that about 80 per cent of United States and Eu- 
ropean production is in units of 25 or less, so small 
business will always have the lion’s share of the 
market; but automation is applicable to much of 
this area of short production runs, since the dif- 
ferences in products are often superficial enough 
for automation machines to handle. Most of this 
production of 25 units or less is already done by 
very large firms. 

The high birth rate of new firms is also frequently 
cited as evidence of the continuing vitality of small 
business, although little is said about the high death 
rate or the average five-year life expectancy. There 
has been much publicity of the fact that giant firms 
stimulate small enterprises through purchasing, sub- 
contracting, and distribution arrangements, but 
there has been little discussion of just how independ- 
ent a dealer, for example, really is from his manu- 
facturer. 


Automation May Help Small Firms 

There are four reasons, however, why small firms 
in certain industries may be able to survive and 
even grow in the age of automation. First, although 
electronic control equipment is usually thought to 
be expensive, the cost is not too great for certain 
kinds of small businesses. Electronic computers can 
be rented part-time and need not be purchased if 
a firm’s volume does not warrant it. The Rich Elec- 
tronic Computer Center at Georgia Tech provides 
this kind of service. Other automation machinery is 
within the reach of smaller firms. Cleo Brunetti, 
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General Mills’ Director of Engineering Research 
and Development, testified at the Congressional 
Hearings on Automation that his firm was develop- 
ing two new kinds of partly automatic machines in 
the $3,000-$15,000 range for small manufacturers. 
This company recently announced plans to sell $40- 
$45 million worth of electronic components to 
“small” firms, $30 million to “medium-sized” firms, 
and only $30 million to “large” firms. 

There is a lot of automation in the relatively small 
plants of very large firms, proving that small-scale 
automation is at least technically possible. One of 
the most highly automated firms in the world, for 
example, is the French, government-owned Renault 
firm; however, its small automated tractor plant 
normally produces only about 25 units per day. In 
spite of its relatively small output, this firm is far 
ahead of General Motors technologically. In Belgium 
and Switzerland, small firms have developed auto- 
mation for the manufacture of parts such as valves 
and transistors which they sell in other countries. 

Of thirteen automated plants studied by Profes- 
sor J. R. Bright of Harvard, the two most highly 
automated were small, independent firms.* One of 
these, an oil company, adopted automation for the 
specific purpose of reducing its investment and in- 
stalling a cheaper plant. In industries processing 
liquids like oil or homogeneous solid products such 
as grain, gravel, or fertilizers, there is already a 
high degree of automatic technology; and relatively 
small firms can automate with standard equipment. 
It is true that some smaller automobile producers 
went out of business because they could not afford 
automation; but they could not afford mass produc- 
tion equipment either. Thus, it was mechanization 
rather than automation that excluded them. 

Second, it is not necessarily true that competition 
from large automated firms will always squeeze out 
small, non-automated operators. Lack of capital or 
insufficient markets certainly do put small firms at 
a disadvantage, and in many industries automation 
favors the large, established enterprise. There are, 
however, some industries in which automation tech- 
nology is relatively simple and standardized, and 
development time is short. For example, Professor 
Bright tells about the Fisher-Price Company of East 
Aurora, New York. This is a firm with a total 
engineering staff of three people, including the 
draftsman; yet it has developed some _ highly- 
ingenious, automatic assembly equipment for 
making toys. Not only are the machines constructed 
of standard hardware and the simplest, homemade 
devices, but they are astonishingly flexible. Pro- 
duction can be converted easily from a locomotive 
to a duck; the equipment can be modified so as to 
shift from mounting a dog’s ear to inserting a 
butterfly’s antenna.‘ 





3 James Rieser Bright, Automation and Management (Boston: Harvard 
University Press, 1958). 
4 Ibid., p. 220. 
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American Telephone and Telegraph, the largest 
private corporation in the world, is buying many 
small parts made by Swiss automation because of 
the advantages of Swiss quality, craftsmanship, 
technology, and small enterprise in the electronics 
field. Dr. Brunetti said, “In the electronics indus- 
try where there are about 55,000 varieties of com- 
ponents, one company cannot become efficient in 
the production of all of them, have the capital to 
set up these lines, or have the management capabil- 
ity to handle all this in one big business.” As proof 
of this assertion Ralph Cordiner, president of Gen- 
eral Electric, told the Congressional Committee on 
Automation, “We have about 40,000 suppliers, most 
of them small businesses, and many of them aggres- 
sively mechanizing and automating their opera- 
tions.” 

On the other hand, since automation normally 
reduces flexibility, small firms can sometimes pro- 
vide a variety of products that would be prohibitive 
to a large automated firm. Bright found one oil 
company that rejected automation for fear of losing 
its best customers because they frequently required 
specially prepared products on short notice. He also 
quotes an automated motor producer who said, “We 
put all the investment into design of a new product 
—and they (a small job order producer) can copy 
it overnight. We’ve got the overhead. They’re 
making .. . the profits. No, automation isn‘t going 
to put them out of business.”® 

Third, in some industries in which the giant firms 
are automated, it is possible for the small firm to 
survive without automating. For instances in which 
high transportation costs limit the economic size of 
the market, small non-automated firms can compete 
successfully with large automated rivals in local or 
regional areas. If personal services, such as instal- 
lation, adjustment, or repair, are a necessary part 
of the product, the small firm may have added ad- 
vantages. In Atlanta, Georgia, where there are no 
iron, coal, or limestone deposits, the Atlantic Steel 
Company makes steel and steel products (largely 
from scrap) and uses the best known technology to 
compete successfully with other steelmakers many 
times its size. 

Fourth, the informal, personal relationships and 
direct communication channels of small firms per- 
mit imagination and determination to pay large 
rewards. When new products, new materials, new 
markets, or new ideas appear, an alert and aggres- 
sive small operator can be profiting from them 
before a large automated firm can draw up change- 
over plans, or perhaps even before the news perco- 
lates up to the policy-making level. When Ford 
wished to introduce automation, it turned to small 
specialist firms in the machine tool industry, to 
what it called the “small, uninhibited firms with no 
preconceived notions.” 

The most daring and imaginative example of 


5 Ibid., p. 221. 
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automation found by Bright was a coal mining 
company of 35 employees, including a technical staff 
consisting of one 34-year-old manager-engineer. 
The company’s system included a continuous min- 
ing machine, a self-propelled conveyor, and a re- 
mote sensing device that could determine the dif- 
ference between rock and coal and could transmit 
the information to the surface 1,000 feet away. 
Although the experiment did not succeed, the reason 
was a failure of supply, not of technology. The first 
commercially successful use of office automation 
was developed by Lyons Tea Shops in England with 
a small staff, a minimum budget, and a homemade 
computer described in 1947 by observers as “held 
together with baling wire and tape.” Frank Neeley, 
of Rich’s Department Store in Atlanta, visualized 
the great potentialities of automation in business 
when he saw this first crude experiment in England, 
and his subsequent efforts led to the Rich Electronic 
Computer Center at Georgia Tech. 

In some situations small firms can persist by pro- 
ducing a variety of unique items to special order 
on short notice or providing personal services, but 
the opportunities for expansion are strictly limited 
beyond a point. Growth in these cases is not a mat- 
ter of incremental increases but of an enormous 
jump to an entirely different kind of technology, 
organization, and market. This chasm between the 
small non-automated shop and the giant, automated, 
integrated enterprise cannot be crossed in a series 
of short jumps. Furthermore, in the industries that 
supply mass markets with standardized, mass- 
produced goods the small non-automated firm can- 
not hope to survive. It is true that most economic 
studies show that the largest firms in most manu- 
facturing industries are not the most efficient, but 
neither are the smallest. However, the largest firms 
can survive and grow either through sheer monopoly 
power or through the enormous momentum of their 
accumulated technology and experience, established 
markets, or financial and political connections. The 
smallest firms are squeezed by the vertical and 
horizontal integration and monopoly power of their 
large rivals perhaps more than by automation. Yet, 
in many industries automation adds its weight to 
other economic forces destructive of small enter- 
prise. 

The best hope for small business lies in the pos- 
sibility that people may demand genuine variety, 
high quality, and personal services as their living 
standards rise. Whether they will or not remains 
to be seen. The general tendency toward conformity 
and standardization has continued in the United 
States, although real incomes have pushed upward. 
The small firm could help to reverse this trend by 
providing genuine craftsmanship and dependable 
service and by calling consumers’ attention to the 
economic advantages of high-quality products and 
the psychological benefits of personality expression 
in truly unique products and services. 
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THE SOUTHEASTERN CORNER 


by 


Warren A. Walker 











ATLANTA BECOMES A MEGALOPOLIS 


There are those who feel that the terminology 
used above should be reserved for the really large 
cities such as New York or London. In more gen- 
eral usage, however, it is customary to speak of 
any city of a million or more in these terms. In any 
event, Atlanta is the first city included within the 
area discussed in these articles to reach this size, 
and it represents something of a benchmark in the 
economic progress of the southeastern United 
States. 

When the writer was a schoolboy, “greater At- 
lanta” was said to have a population of about a 
third of a million people, although the school teach- 
ers of that day seemed to be rather vague about just 
which environs were included within this term. 
Now we have become more sophisticated. Metro- 
politan Atlanta is a specific term, although for 
purposes of convenience still somewhat arbitary. 

The facet of this whole matter that seems to 
have escaped discussion in public press and speech 
is just why a population of one million is signifi- 
cant. There have been passing references directed 
at the heart of the matter, but not an examination 
in detail. 

Although it may seem a contradiction of terms, 
it may be generally stated that a city of one million 
is more than three times as important as a city of 
a third of a million. The reason for this is that for 
all practical purposes a city of a million has at 
least one of every type of economic activity it will 
ever have. In general, the same statement may be 
made for community services and cultural activities. 

Perhaps this last statement requires some ex- 
pansion in order to show what it really means. It 


20 


means that growth beyond this point is in the form 
of already existing activities expanding their vol- 
ume, or of already existing activities being dupli- 
cated by other groups. Growth beyond this point 
tends to become a matter of additional depth and 
additional refinement rather than additional 
diversification. 


Reasons for Growth 

One of the reasons for Atlanta’s great growth 
since the end of Werld War II has been that at the 
close of hostilities many of the leading citizens of 
Atlanta had the courage to take a good hard look 
at their own community. When they did so, it be- 
came apparent that although Atlanta had substan- 
tial and varied industrial activities, there was not 
much room for expansion and there was not much 
room for additional diversification. The bulk of At- 
lanta’s industry at that time was crowded into the 
immediate fringes of the downtown business dis- 
trict. Expansion of these plants horizontally was 
not possible because of the small tracts of land in- 
volved. The second, although generally undesirable, 
alternative of vertical expansion was not struc- 
turally feasible in aging outmoded buildings. 

Other problems also came to light during this 
period. Companies were reluctant even to make such 
expansions as were possible because of inadequate 
zoning, traffic problems, employee parking, con- 
gested truck-loading facilities, and on and on. 


The Industrial District 


Obviously the requirements of industry had be- 
come so specialized that the only answer lay in set- 
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ting aside tracts of land specifically for industrial 
use. Not only should the land be set aside, but the 
whole project had to be planned as an integrated 
unit with utilities and transportation facilities on 
a scale suitable for large industry. 


The Picture Today 


At the present time Metropolitan Atlanta has 17 
industrial districts, which represent a combined 
acreage of more than 12,000. Even this vast area 
is filling up rather rapidly, and additional districts 
are in the planning stage. Incidentally, as an exam- 
ple of how these movements tend to accelerate, the 
1959 acreage figure is approximately three times 
the 1955 figure of about 4,300 acres. 

Not only are Atlanta’s industrial districts large, 
they are among the nation’s best. The Urban Land 
Institute has publically stated that Peachtree In- 
dustrial Boulevard (Atlanta’s first such district) is 
one of the finest in the nation. 

At about the same time the Winston-Salem 
article! was in preparation, a group of 60 citizens 
of that city were preparing to visit Atlanta to study 
the industrial districts. They were very much im- 
pressed with what they saw. 

Metropolitan Atlanta now comprises an irregu- 
larly shaped area of more than 1,700 square miles 
and includes five counties: Clayton, Cobb, DeKalb, 
Fulton, and Gwinnett. Taken as an average, there 
is one manufacturing plant for every square mile 
of this complex of communities; and the number 
of commercial establishments changes faster than 
tabulations can be made. 


Changes for Tomorrow 


When a metropolitan area reaches a million, prob- 
lems which were only nuisances a few years before 
now become major problems. One of these is the 
transportation of its citizens. In this connection we 
find an exception to the generality, mentioned 
earlier, of a city not adding anything new after it 
reaches a million. It sometimes gets a subway. Cer- 
tainly there is a shift back to the various means of 
mass transportation. This comes about not because 
the individual citizen makes a really voluntary 
choice, but because it is forced upon him. Parking 
spaces become less and less available, and those 
that are available are more expensive. As traffic 
becomes more congested, the citizen’s other operating 
expenses rise beyond a reasonable figure. Finally, 
he adopts the practice of parking his car in a lot in 
the suburbs and takes public transportation into 
the business district. This practice can already be 
seen to be emerging in the Atlanta Metropolitan 
area. It is really a very practical choice, even if it 


1 “The Southeastern Corner,” Atlanta Economic Review, August 1958. 
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is one that is done unwillingly by the average motor- 
ist. 

This is a practice that will have to be multiplied 
many times over in the relatively near future. The 
completion of the present expressway system is 
not going to provide a sudden solution to traffic 
congestion in the downtown area. In fact, if we 
assume only a reasonable rate of future growth, it 
will no longer be possible to design an expressway 
system that will provide any substantial degree of 
relief unless the use of personal vehicles in the 
downtown area is greatly reduced. 


The Annexation Question 


One of the recurring problems faced by metro- 
politan areas is the one of annexation. At what point 
in time does it become desirable or even necessary 
for the small communities that are already eco- 
nomically part of the central city to become politi- 
cally part of it as well? 

It is evident in a situation of this type that some 
functions of government must be conducted as 
though there were a unified metropolitan govern- 
ment, even if in fact such an organization does not 
exist. This is caused by the fact that residents of 
some of the smaller political subdivisions expect to 
be provided public services on the same scale as 
their larger neighbor. The smaller political sub- 
division, whether it be community or county, can- 
not do this, however well governed it may be. The 
tax base is just not broad enough to provide the 
necessary tax revenues. 


In an earlier article? it was indicated that require- 
ments of public services always tend to move in ad- 
vance of tax revenues. In a metropolitan area this 
situation becomes aggravated. This particular prob- 
lem is not unique to Atlanta. Other cities in the 
Southeast and elsewhere that are large enough to 
have economic satellite communities have this same 
problem. 

Annexation is rarely a popular answer to prob- 
lems of this type, but in the very long run it be- 
comes virtually the only answer except under very 
specialized and specific conditions. 

There is an expression often heard at sea to the 
effect that “rank has its privileges—but also its 
responsibilities.” This statemer.t applies to cities 
as well. Atlanta is deriving many advantages, both 
economic and cultural, from being the largest city 
in the area, but it is also acquiring many additional 
responsibilities. 

These problems will be solved in good time, and 
Atlanta will move forward to an even more note- 
worthy future. After all, Atlanta was the city that 
rose phoenix-like from the ashes. Its citizens have 
a long history of solving difficult problems. 





2 “The Southeastern Corner,” Atlanta Economic Review, July 1959. 
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ATLANTA AREA ECONOMIC INDICATORS 












































Ch 
ITEM _ September August % September % Ph = troy 
1959 1959 Change 1958 Change —— 
EMPLOYMENT 
Job Insurance (Unemployment) 

IID: seitenicesdicdacpuinshpsditincinnstennon $560,821 $346,205 +619 $665,277 —15.7 —45.4 
Job Insurance Claimants? _.____- 9,130 5,484 + 66.5 7,694 +18.7 —39.0* 
Total Non-Ag. Employment -_--- -- 359,900 357,350r + 07 347,200r + 37 — 3.7* 
Manufacturing Employment -- --_-- 86,850 86,000r + 1.0 83,550r + 3.9 + 5.0* 
Average Weekly Earnings, 

Foctery Werkers ............ $78.59 $81.00r — 3.0 $75.27r + 4.4 + 75° 
Average Weekly Hours, 

Factory Workers _..--------- 39.1 40.3r — 3.0 39.0r + 0.2 + 2.2* 
Index of Help Wanted Ads 

(Seasonally adjusted, 1947-49 

I rccnieeiiniccninnnnniioneccimes 190.7 199.6 — 45 118.4 +61.1 +55.2 

CONSTRUCTION 
Number of Building Permits§ —__- 903 738 +22.4 646 +39.8 +11.8 
Value of Building Permits§ ______ $10,191,259 | $13,044,402 —21.9 | $7,552,521 +349 +33.5 
Cmpleyess ..................--- 24,750 25,900r — 44 24,650r + 0.4 +15.7* 
FINANCIAL4 
Bank Debits (Millions) _....-_-__- $2,015.6 $1,990.2 + 1.3 $1,849.2 + 89 +14.1 
Bank Deposits (Millions) ___.___-_ $1,286.7 $1,292.2 — 0.4 $1,241.3 + 3.7 + 74** 
OTHER 

Department Store Sales Index 

(Adjusted 1947-49=100) ____- 169 188 —10.1 158 + 7.0 +17.89 
Retail Food Price Index _.______ 116.5 116.4 0.0 118.4 — 1.6 — 2.0** 
Number Telephones in Service __-_ 351,385 337,769 + 4.0 317,444 +10.7 +38.7** 
rity of Atlanta only. x pe oe ee AData from meemsbors of the Soaersh Musee tate ee, 


+New series. Covers unemployed federal employees and unemployed veterans in addition to those covered by Georgia a 
both the unemployed and those with job attachments, but working short hours. i oe 


Sources: All data on employment, unemployment, hours, and earnings: Employment Security Agency, Georgia Departmen : 
Number Help Wanted Ads: Atlanta Newspapers, Inc.; Building permits data: Office of the Building pw ny cn ene 
Financial data: Board of Governors, Federal Reserve System; Postal data: Atlanta Post Office; Retail Food Price Index: Uv 8. 
Department of Labor; Department Store Sales Index: Federal Reserve Bank of Atlanta and Board of Governors, Federal Reserve System; ri 
Telephones in Service: Southern Bell Telephone and Telegraph Company. ; 
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ATLANTA BUSINESS ACTIVITY 


Bank Debits 


Figure 1 
BANK DEBITS FOR THE ATLANTA AREA 1954-1959 
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SOURCE: Federal Reserve System Board of Governors 
BANK DEBITS in the Atlanta area have his- Figure 2 


torically evidenced an upward movement, suffer- 
ing only episodic interruptions in a trend that since 
1954 has averaged an increase of about 10 per cent 
per year (see Figure 1). At the end of September, 
debit statistics indicate that Atlantans are spend- 
ing 14.1 per cent more this year than in 1958. Thus, 
1959’s increase is running well ahead of the aver- 
age annual increases. Even when adjusted to price 
movements, there has been a 40.2 per cent increase 
in debits since 1954. More striking is the compari- 
son of Atlanta’s growth in spending (as measured 
by debits) with that of Boston, Philadelphia, Chi- 
cago, Detroit, San Francisco, and Los Angeles (see 
Figure 2). Since 1956, Atlanta’s growth has dra- 
matically exceeded that of the six cities, and the 
gap appears to be widening with time. 

BANK DEBITS are charges made by the banks to 
the accounts of their depositors and thus include all 
transactions completed by checks or other with- 
drawals against checking accounts by individuals, 


(Continued on page 24) 
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businesses, and political subdivisions. Since about 
90 per cent of all transactions in this country are 
completed by check, BANK DEBITS offer impor- 
tant information on trends in total money pay- 
ments.! 


Economists and businessmen have a particular in- 
terest in bank debits because of the close correla- 


1 There is, of course, a limit to their usefulness. First, they measure 
only the value of transactions, not the volume of output of goods and 
services. Since checks drawn in connection with all transactions between 
the raw material stage and the final sale stage of production are all 
counted, bank debits are considerably larger than the value of all goods 
and services produced. In addition, money payments made for final sales 
do not all represent additions to the volume of output. Examples of this 
may be seen in the transfer of securities or other titles to assets already 
in existence. The distortion created by transactions of this type is most 
noticeable in the New York area, the center of financial speculation. For 
this reason, national statistics on BANK DEBITS omit New York from the 
rest of the districts in order to minimize the problem. 

But even when these factors are taken into account, there still exists 
a disparity between bank, debits and the value of transactions. Increases in 
debits may crise from the increased use of checks by lower and middle- 
income families or the over-all increase in specialization which increases 
the number of stages of production and hence the number of check pay- 
ments. Price changes also may increase the volume of bank debits with 
no relation to underlying production and distribution or to the real value 
of money transactions. 

Seasonal factors, particularly Christmas and the summer lull, subject 
the figures to wide fluctuations. 

As @ cyclical indicator, debits require careful appraisal and judg- 
ment. The series may tend under some conditions to overemphasize cyclical 
swings, particularly because of the inclusion of debits resulting from fi- 
nancial and speculative transactions which sometimes exhibit extreme 
cycle-sensitivity. 


tion they bear to trade activity in general. The Uni- 
versity of Texas Bureau of Business Research at 
one time published a composite index of several in- 
dicators to present an intelligent measure of total 
business activity. Experience showed, however, that 
bank debits for the Texas area, when adjusted to 
price changes,? so closely paralleled the composite 
index that the more troublesome index was aban- 
doned in favor of the bank debits, which were read- 
ily available from the Federal Reserve System. : 
Nationwide statistics on bank debits, in turn, show 
a strong similarity to changes in gross national 
product. 

Debit statistics are also used in computing the 
rate of turnover (or “velocity”) of demand deposits. 


Velocity figures are themselves an economic indi- 
cator of some importance since they measure how 


actively depositors are using their accounts. 
J.R.O. 


2 When viewing changes in debits for a particular area from month 
to month, it is not necessary to adjust them to changes in the price level, 
since prices change so little from month to month. But if debits are intend- 
ed to demonstrate business activity over a period of years, consideration 
must be given to rising or falling prices to avoid bulges or contractions 
which are unrelated to the value or number of transactions. 





Research Studies Available 


BULLETIN NUMBER 3 
STUDIES IN BUSINESS AND ECONOMICS 
Advertising Appropriations Methods in Banking 
... by W. T. Tucker 


52 pp., 6 x 9 in. 
(Price $1.50 plus 5 cents sales tax in Georgia.) 


BULLETIN NUMBER 5 
STUDIES IN BUSINESS AND ECONOMICS 
Cotton Manufacturing in the Southeast, An His- 
torical Analysis 
. . . by Jack Blicksilver 
176 + viii pp., 6 x 9 in. 


For copies of the studies named above, send requests to the Bureau of Business and Economic Re- 
search, School of Business Administration of Georgia State College of Business Administration, 33 
Gilmer Street, S. E., Atlanta 3, Georgia. Single copies available without charge except for Bulletin 


Number 3 as noted above. 
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